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INTSRIM REPORT re FIPS LINE MATTERS 
ee NE tL 


TO. His" Honour, | 
Te Lieutenant-Governor of the Province of Albertae 


~ 


By virtue of the Commission under Your Honour's hand 
of date the 12th day of October, 1938, your Commissioners are 
in duty bound to make inquiry into divers mtters relating to 
petroleum and petroleum products in the Province of Alberta, 
including the gathering, transporting and handling of petroleum 
and petroleum products. 

For the sake of planers your Commissioners now quote 
from the Commission those paragraphs which directly relate to 
inquiry into the matters last mentioned: | 

t The production, refining, transportation and marke ting 

of petroleum and petroleum products in the Province of 

Alberta, the cost and price thereof, and without derogating 

from the generality of the foregoing, the following matters: 

The cost of gathering, handling and transporting in 

Alberta of crude petroleum and of refined petroleum 

products and without limiting the generality of the fore~ 

going: 

(1) The rates charged for the gathering, handling and 
transporting of crude petroleum by pipe line, or 
otherwise from Turner Valley to Calgary in the said 
Province, and what the feir and equitable rates 
for such gathering, handling and transporting should 
be. . | 

(11) The acequecy and efficiency of present pipe line 


facilities, and 
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"(111)Whether existing pipe line facilities result in 

or tend toward an unwarranted Romero of the 
price of either crude petroleum or refined petro- 
leum productse 

(e) Whether any charges of any description made in 
respect of the production, processing, handling, 
gathering or distribution of crude petroleum and 
refined petroleum products or any of them is 
excessive or unreasonable having regard to the 
matter or thing for which the charge is madee 

(m) Whether any expenditure is incurred in, or 
incidentally to tne production, processing, 
handling, gathering or distribution of crude 
petroleum and refined petroleum products, or any 
of them which is either wholly or partially un- 
necessary or which is not essential or is not in 
the public intereste 

(o) Such further matters as the Commission may consider 
properly and reasonably incidental to any of the fore~ 


going matters of inquiry. C 


At an early stage in this Inquiry it occurred to your 
Commissioners that they might conveniently and advantageously 
make inquiry into the gathering, transporting and handling of 
petroleum and petroleum products by pipe line and report with 
respect thereto before embarking upon the Inquiry as to the 
other matters referred to in the Commission. In consequence, 


your Commissioners {invited all interested parties to express 
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their views as to the advisability of following such a course 
of inguirye After hearing the interested parties or their 
representatives, your Commissioners announced their decision 
and gave reasons therefor. It is perhaps not unimportant that 
your Commissioners should now report what was said by them on 
that occasion. We quote from the record as follows:- 
2 The Members of this Commission have given careful 
‘considere tion to all thet has been said pro seh con 
upon the question of whether or not we should give an 
early report as to the pipe line rate and other pipe 
line matters, the subject of inquiry. Having come to 
@ conclusion we think that conclusion should be stated 
without delaye 
4 Our conclusion is thet so soon as all the evidence 
is in which has a bearing upon pipe line matters, this 
Commission should adjourn to consider the evidence and 
to make a report to His Honour, The Lieutenant~-Governor, 
in respect of pipe line matters. 
at We have come to this conclusion for a number of 
reasonse In the first place it has at all times been 
made clear during the progress of this Inquiry that 
_ the Commission desired to have the evidence with reletion 
to pipe lines dealt with separately from the other matters 
which are the subject of inquiry. The only question, 
therefore, which we have had to consider in the light 
of whet has been said to us is as to whetheror not, 
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"sonclusion with respect thereto or should defer decision 
on the off-chance thet some evidence would come out in 
connection with other matters which would assist in 

coming to a conclusion in this matter. We think that 
that possibility is not a sufficient reason for deferring 
decisione It is to be remembered thet at least in respect 
of a pipe line rate we are merely performing a function 
of the Public Utilities Boerd, by direction, and so we 
think we should do as thet Board would in all likelihood 
do, namely, give a decision so soon as may be after all 
evidence is in, and not defer cecision on the ground 

that in a few months' time someone interested might 

think of some other evidence that would be relevant to 

the Inquiry. We are not unmindful of this possibility, 
mentioned by Mr. Nolan, but we think that this is a 
possibility which he and his sexperts should now explore. 

a In the third place the evidence given being based 
‘upon conditions past or present, we think that there 
should be a present decision and not one that is 

deferred to a time when conditions may have so changed. 

as to necessitate further expert testimony with respect 
to new conditionse In this connection it is to be 
“remembered that the rate to be struck by us for purposes 
of recommendation, even if accepted by the Public Utilities 
Board or the Government of the day, will Hod be a final 
rate in the sense that anyone interested is debarred from 
thereafter applying to the Public Utilities Board to amend 


the rate, if changed conditions would seem to justify such 
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"an application. 

i Another reason for coming to the conclusion which we 
have which seems to us a cogent one, is that the present 
determination of a rate should be an advantage to parties 
concerned with other branches of this Inquiry as, for example, 
refinery costs because there will then be a rate certain 
as a basis for discussion as distinguished from an assumed 
rate which may or may not be the rate ultimately settled 
upon by the Members of the Commission as the proper one to 
recommende 

wv For the reasons given we have come to the conclusion 
‘before statede All interested parties will, therefore, 


govern themselves accordingly." 


In accordance with this decision your Commissioners 
_ proceeded with, and have now completed, the hearing of evidence 
with regerd to the pipe line phase of the Inquiry. Your 
Guartesidnese are presently engaged in the formulation of a 
final report with respect theretoe 

It has recently been brought to the attention of 
your Commissioners that the present Session of the Legislature 
of the Province of Alberta is drawing to a close and so your 
Commissioners have decided to make this interim report becéuse, 
insofar as your Commissioners now report, they now have come to 
final conclusions which, if accepted, call for immediete legis-~- 
lative action, if a year's delay is to be avoidede 


The evidence before your Commissioners had largely to 
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do with the Turner Valley oil field, situated in the Southern 
part of the Province of Alberta. 

At present oil is to some extent gathered at the producing 
wells and transported from Turner Valley by tank trucks, but in 
the main it is gathered through the gathering pipe lines of the 
Royalite Oil Company Limited and transported from Turner Valley 
to Calgary through three trunk lines of this Companye The 
Royalite ©il Company Limited is e Subsidiary of the Imperial Oil 
Limited, which in turn is a subsidiary of The Standard Oil Company 
of New Jersey. It would appear that the transportation of oil 
by pipe line was first undertaken by the Royalite 9il Company 
Limited to serve the refinery needs of its parent company, The 
Imperial Oil Limited, and delivery of oil w:s made through one 
pipe line into the tanks of the Imperial O11 Company at their 
refinery at Calgarye 

With the development of the field others became inter~ 
ested in the transportation of oil and the Regal Oil & Refining 
Company Limited constructed a pipe line to transport oil to its 
refinery located at Calgary. This pipe line was afterwards 
taken over by the Royalite Oil Company Limited. In addition to 
these lines e third pipe line has been constructed by the Royalite 
Oil Company Limited, but, as in the case of the two pipe lines 
mentioned, all oil therefrom is delivered into tanks in the yard 
of the Imperial Oil Company's refinery at Calgarye Other 
refineries are now concerned. The Lion Refining Company is 
operating e refinery in Calgary end has teken oil through the 


pipe lines. The British American Oil Company Limited has a 
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large refinery in process of constructione It has already taken 

&@ great deal of oil through these pipe lines, which it has had 
refined at Imperial Oil Limited's refinery at Calgary. In addition, 
several smaller refineries have become interested in the delivery 
of oil by pipe’ line. 

The Royalite Oil Company Limited owns the gathering lines 
and the trunk lines and it now rents storage tanks from Imps rial 
Oil Limited, situate in this Company's refinery yard at Calgary. 

In this connection it is noteworthy that the Royalite Oil Company 
Limited has not the facilities for making delivery of oil out of 
those tanks to those people for whom they have transported oil, 
but thet the delivery has been left to be made by Imperial Oil 
Limited, and is now being made in the case of the Lion Refining 
Company, for example, at a cost of 6 cents per barrel, over and 
above the charge for gathering and transportation made by the 
Royalite Oil Compeny Limited. 

It is also worthy of note that, while facilities are 
available in the Imperial Oil Company's yard for loading on to 
tank cars, no racks or other facilities are available for loading 
into truck tanks. In the opinion of your Commissioners these 
should be providede 

It also should be mentioned thet on occasion the Royalite 
Oil Company Limited has refused to transport oil other than on 
the basis of whst they conceived to be a proper withdrawal from 
the oil field pro-rated emongst the procucers. Your Commissioners 
do not say that this decision of the Koyalite Oil Company Limited 


may not have been warranted by field conditions and dictated by 
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a desire to avoid waste and assure efficient production, but they 
do say that it evidences an unwillingness to perform the duties 
of a Common Carrier when, in its opinion, it is not desirable 

to do So. Your Commissioners find that, while the Royalite Oil 
Company Limited, which gathers and transports oil, and the 
Imperial Oil Limited which delivers the oil so transported, may 
be said to be Carriers, it is ea matter at least of doubt as to 
whether they properly may be seid to be Common Carriers so as 

to fix them with those obligetions which that designation 
implies. 

Your Commissioners are of the opinion that all persons 
desirous of transporting oil from Turner Valley by pipe line, who 
are free to do so under the law, should be at liberty to do so 
through existing pipe lines and not be subject to the decision 
of the Royalite Oil Company Limited or Imperial Oil Limited, or 
The Standard Oil Company of New Jersey as to whether or not such 
oi} should be transported. 

Your Commissioners are of the opinion that it is the 
proper function of a Common Carrier of oil by pipe line not only 
to receive the oil in the field and to transport it through its 
pipe line, but also to make deliverye It follows that in this 
view one rate should be fixed for the whole operation, including 
storege to the extent only that storege is incidental to delivery. 
Your Commissioners think that the making of delivery of oil as a 
separate operation for which a separate charge is made by the 
refinory company, Imperial Oil Limited, to other refineries at 
such rate as it mav see fit to impose, givesto Imperiel Oil 


Limited, as a refinery, an undue advantage over other refineries 
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and the power to increase pipe line charges to all users of the 

pipe line to such eiinvece the Company desires without seemingly 
touching the pipe line rate. 

On the evidence before vour Commissioners it appears that 
the Royalite 0il Company Limited and Imperial Oil Limited are engaged 
in commercial undertakings over and above that of receiving, trans- 
porting and delivering oil by pipe line. 

Many of the utility and other assets of the Royalite Oil 
Company Limited are used by that Company's pipe line department 
in common with its other departmentSe 

Many of the expenses of administration and utility services 
are likewise incurred in common, as between its Pipe Line and other 
Departments to avoid duplication of expense. 

Accounting was done for the Company as a whole, there 
being in the past no necessity for dealing with the Pipe Line De- 
partment as though it were a separate entity. 

For similar reasons there was no necessity for Imperial 
Oil Limited to keep records of assets partly used or expenses partly 
incurred in making oil deliveries, separate and distinct from its 
other activities. 

For the purposes of future rate fixing and to avoid pro- 
longed inquiries it is important thet capitel and operating costs 
incident to the gathering, transporting and delivery of oil should 
be known, and thet for the futute such costs, as well as pipe line 
profits or losses should be readily ascertainable. 

Your Commissioners are of the opinion that a new and separete 


system of accounting should be established by the Boerd of Public 
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Utility Commissiorsrs in respect of the Pipe Line activities of 
both companies. 

Your Commissioners are of the opinion, and respectfully 
recommend that the Legislature of the Province of Alberta should be 
invited to declare by erronniate enactment that the Royalite Oil 
Company Limited and Imperial Oil Limited are and shall be deemed to 
be Common Carriers in respect of the gathering, transporting and 
delivery of petroleum and petroleum products by pipe line between 
Turner Valley and Calgery in order that there can be no question 
as to their being subject to the laws of the land relating to 
Common Carricrs. 

Your Commissioners are of the further opinion, and res- 
pectfully recommend that the Legislature of the Province of 
Alberta be invited to so enact as to declare and provide that all 
of the assets of the Royalite Oil Company Limited and Imperial Oil 
Limited used in connection with the gathering, transporting and 
delivery of oil, whether used for other purposes as well or not, 


are public utilities and shall be under the regulation and control 


Ne 


of the Board of Public Utility Commissioners, and that these companies 


in respect of these assets and of pipe line activities generally 
shall be subject to the regulation and control of the Board of 


Publie Utility Commissioners. 


With regard to these proposals your Commissioners have the 


following observations to meke?: 
4s to the proposel that these companies be deolared to be 
Common Carriers, a company which enjoys statutory rights in respect 


of the carriage of oil by pipe line in our opinion cannot be heard 
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to complain if that pipe line is made available to all users at all 
times on equal terms, and if it is made subject to the laws of the 
land which relate to all Common Carriers of every kind and description 

As to the proposal that these companies and their assets 
used wholly or partly in connection with the pipe line, be prought 
under the control of a regulatory body, it may be said tmt since 
ancient times it has been held thet as Common Cerriers exeretse 
a kind of public office and have duties to perform in which the 
public tence ested, their business is affected with a public 
interest and is subject to regulation. It is of interest to note 


that so far back as the third yeer of the reign of Vig 


a statutory power to regulate the charges of Common 
exercised in England. 

As to the pipe line rate your Commissioners desire to report 
that -they have so far studied the evidence as to be in no doubt 
aa to the need for, and the fairness of, a reduction in the pipe lines 
rate. As to the extent of the reduction to be recommended, this 1 
4s a matter which gives your. Commissioners grave concern, and in res- 
pect to which they propose to give further study to the evidence,which 
as transcribed, covers some 6000 foolscap pages, and involves over 
200 exhibits. | 

Your Commissioners bear in mind that in reporting 4s to 
what is, in their opinion, a fair and equitable rate for the 
gathering, transporting and handling of oil by pipe line, they must 
not lose sight of the fact that for a rate to be fair and equitable 
4¢t must be fair and equitable to the corporations concerned, as well 


es to those with whom they are called upon to deale If the 


recommendations of your Commissioners before set forth are accepted 
; ’ 
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4t is true that these corporations will retain the naked, legal 

title to qld pipe line assets, but the right to use them in such 
fashion as they may deem wise and the right to make such profits 

out of them as they are now able to do will be lost. While 

your Commissioners are definitely of the opinion that the present 
rates should not continue, none the less they feel thet they bv 
cannot in good conscience, and in fairness to the Companies con- 
cerned, report upon the extent to which reductions should be made 
without further consideration. 

In order, however, that there may not be a year's delay 
in putting into effect such recommendation of your Commissioners 
as may be made with respect to the pipe line rete, if such recon- 
mendation is considered worthy of acceptance, your Commissioners 
respectfully recomnend that the Legislature of the Province of a 
Alberta be invited to give statutory authority and direction to 
the Board of Public Utility Commissioners to accept and forthwith 
put into effect the pipe line rate recommended by your Commis- 
Sioners, if and when such rate is approved by the Lieutenant- 
Governor in Councile 

In the making of these recommendations your Commissi orers 
ere not forgetful of the powers presently enjoyed by the Board 
of Public Utility Commissioners, but it is to be borne in mind 
that this investigation has been a long and, no doubt, an 
expensive one, and it seems to your Commissioners unreasonable 
thet there should be a new Hearing covering the same ground be fore 
the Board of Public Utility ComiissionerSe 


On the other hand, as there must be grave doubt as to 
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whether the Board of Public Utility Commissioners either would or 
should act upon your Commissioners' recommendations without having 
heard the evidence upon which those recommendations are based, 


it is, in our opinion, right and proper to invite the legislation 


which your Commissioners proposée 


All of which is respectfully submitted, 


COMMISSIONER. 
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